PHI LI PPI NES ECONOM C WRAP- UP
JULY 22-28, 2000

In addition to our regular reports on forex markets,
interest rates and the Philippine stock markets, this
week we report on President Estrada's proposed P725
billion budget for 2001. The May survey on manufacturing
reveal s i nconsi stent (but positive) growmh in the sector.
We provide an update on the privatization of Philippine
Nat i onal Bank anong ot her banking news. There is

suspi cion of a new scandal at the Philippine Stock
Exchange. The governnent is seeking to defer

i npl enentation of the Clean Air Act after considering the
costs. And the governnment is fighting a proposal to
create an "oil exchange" to counter energy price hikes.

These weekly reviews are avail able on the Enbassy's web
site (http://usenbassy.state.gov/manila). W provide a

| onger and nore detailed review of the Philippine econony
in our May Econom c Qutl ook, which can also be found on
our web site.
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FOREX REPORT

The Phili ppine peso, which sank to trade as |ow as

P45. 195/ USD this week, was able to stage a nodest
recovery as governnent officials assured traders that the
current depreciation was tenporary and in line with

regi onal currency troubles. Executive Secretary Ronnie
Zanora suggested at one point that perhaps now was the
time for the Bangko Sentral ng Pilipinas to intervene in
the market to prop up the currency, but BSP Managi ng

D rector Amando Tetangco told reporters that the BSP
woul d only intervene if needed to prevent sharp
fluctuations in the peso's value. On July 28, the peso
cl osed at P44.86/US$; the July 21 close was P44. 40/ USS.

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)
JUN 19 42. 649 42. 655 93.5
20 42. 672 42. 675 142. 6
21 42. 693 42. 830 86.0
22 42. 907 42.870 128.0
23 42.879 42. 845 76.0
JUN 26 42. 890 42.910 73.0
27 42. 963 43. 020 63.0
28 43. 115 43. 130 97.1
29 43. 154 43. 170 114.6
30 43. 253 43. 230 108. 6
JUL 03 43. 436 43. 530 98.1
04 43. 563 43. 535 89.0
05 43. 646 43. 690 77.5
06 43. 851 43. 950 123.1
07 43. 981 44. 030 96. 4
JUL 10 44.116 44. 305 91. 3
11 44. 769 44. 820 146. 3
12 44. 866 44. 665 162. 4
13 44. 567 44. 705 145. 3



14 44. 559 44. 520 184.0
JuL 17 44. 543 44. 590 90.0
18 44,622 44. 540 106. 9
19 44. 456 44. 510 105.5
20 44.552 44. 585 94.5
21 44.510 44. 400 121.0
JUuL 24 44.529 44. 600 108. 0
25 44. 692 44. 755 118.6
26 45. 028 45. 070 122. 5
27 44. 989 44.875 125. 2
28 44,941 44. 860 128.0

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

The Treasury Bureau of the Bangko Sentral ng Pilipinas
(BSP, the central bank) finally let interest rates on
Treasury bills rise, and on full awards for al
maturities, the increases were fairly noderate. At the
July 24 auction, the interest rate on the 91-day T-Bil
rose 2.9 basis points to 8.919% the 182-day rate rose
3.7 basis points to 10.00% and the 364-day T-Bil
interest rate rose 2.1 basis points to 11.010% Results
at the July 25 auction of 2-year Treasury bonds were
simlar; a 25 basis point hike fromthe June 30 auction
saw rates for the two-year paper rise to 12.125%
Traders expect the government's borrow ng needs to

i ncrease as deficit targets continue to slip.

The Phili ppine governnent is selling "privatization
bonds"” to small investors to help finance its projected
P62.5 billion budget deficit. The governnment had pl anned
to raise some P22 billion through privatization efforts
in 2000, but the so far revenues have fallen far short of
targets. Investors wll be able to exchange the bonds
for shares in the privatized conpanies. The five-year
maturity bonds pay a coupon rate of 375 basis points over
Fi ve-year treasury notes.



Donestic Interest Rates (in percent)

Auction Date 91 days 182 days 364 days
JUN 19 8.911 10. 045 10. 924
JUN 26 8. 896 9. 849 10. 685
JUL 03 8. 890 9.901 10. 796
JUL 10 8. 890 no sal es no sal es
JUL 17 8. 890 9. 963 10. 989
JUL 24 8.919 10. 000 11. 010

Source: Bureau of the Treasury

Prime Lendi ng Rates of 15 Expanded Conmerci al Banks

Dat e of Survey Aver age Range

JUN 22 11. 1379 10. 00 - 13.625
JUN 28 11. 1806 9.50 - 13.625
JUL 05 11.1715 9.50 - 13.500
JUL 12 11. 1707 9.50 - 13.500
JUL 20 11. 1540 9.50 - 13.500
JUL 27 11. 1495 9.50 - 13.500

Sources: Bangko Sentral ng Pilipinas; Press reports

STOCK MARKET REPORT

The nori bund Philippine Stock Market continued to sink as
traders expressed fears of higher interest rates,
inflation and the sinking peso. Trading volunmes were

m ni scul e, averaging only a little over P500 mllion a
day. (The 1999 daily average val ue of shares traded was
over P3 billion.) The 33-share Philippine Stock | ndex
(PH SI X) ended the week at 1437.08, down fromits July 21
cl ose of 1479.46. The Phisix is down nearly one-third
fromits Decenber 30, 1999 cl ose of 2142.97.

Phi |'i ppi ne Stock Exchange | ndex (PH SI X) and
Val ue of Shares Traded



Dat e PHI SI X Val ue

Cl ose (MI1lion pesos)
JUN 19 1560. 67 1001
20 1560. 40 1121
21 1555. 62 816
22 1545. 90 1156
23 1542. 97 966
JUN 26 1532. 24 628
27 1529. 37 925
28 1531. 01 873
29 1532. 74 767
30 1533. 99 938
JUL 03 1535. 65 397
04 1538. 88 525
05 1539. 92 587
06 1542. 41 687
07 1550. 60 882
JUL 10 1557. 57 765
11 1563. 08 738
12 1554. 57 902
13 1561. 52 1321
14 1553. 89 641
JuL 17 1546. 60 609
18 1528. 85 704
19 1516. 99 1, 233
20 1489. 47 832
21 1479. 46 952
JUL 24 1477. 80 495
25 1481. 60 341
26 1478. 33 479
27 1448. 90 589
28 1437. 08 713

Source: Philippine Stock Exchange



ESTRADA PROPCSES P725 BI LLI ON BUDGET FOR 2001

Presi dent Estrada has proposed a P725 billion budget

aut hori zation for cal endar year 2001, 11.6% hi gher than
this year's level. According to budget officials, the
budget plan prioritizes support for agricultural

devel opnent and noderni zation, the pronotion of peace and
order, and infrastructure spending -- and al so recogni zes
the need to provide funding support for the devel opnent
of M ndanao. One of the major goals under the 2001
budget proposal is to significantly hi ke disbursenents
for foreign-assisted projects. Budget officials said

t hese projects have funding commtnents and carry
concessional terns, giving the governnent | eeway to incur
a higher 2001 fiscal deficit -- envisioned at P85 billion
(versus 2000's P62.5 billion program -- w thout unduly
crowdi ng out the private sector and pushing up donestic
interest rates. Legislators have vowed to carefully
scrutinize the governnent's macroecononm ¢ assunptions and
its ability to fund the budget proposal. The head of the
Senate's finance commttee hinted that another protracted
congressi onal debate was possible. President Estrada
signed the 2000 budget into |l aw | ast February -- a nonth
and a half through the budget year.

MAY 2000 MANUFACTURI NG QUTPUT

The National Statistics Ofice's (NSO |atest nonthly

| ntegrated Survey of Selected Industries (M SSI)
estimated manufacturing output to have expanded 12. 3%
year-on-year in May, after stagnating in April. Sales
vol une expanded year-on-year for the ninth consecutive
mont h. Al t hough manuf acturing out put appears headed for
a stronger expansion this year, NSO officials observed

t hat production growh since m d-1999 "has noved in three
to four-nonth swi ngs of high-lowhigh". The pattern
suggests a buil di ng-up and runni ng-down approach to

i nventory managenent. This may reflect a guarded

optim smtowards buil ding-up stocks nore aggressively.

It may also be a reflection of a still tight (albeit
inproving) credit market, as well as the limted
financial ability of manufacturing firnms (which have yet
to fully recover fromthe effects of the Asian crisis) to
tie-up working capital in inventories.



Year - on- Year Change (%

Producti on Vol une Net Sal es Vol une
January 1999 -12. 4 -19.0
February -8.4 -13.8
Mar ch -1.6 -4.9
Apri | 3.5 1.4
May 3.7 -4. 4
June -1.2 -3.0
July -1.7 -5.8
August 15.2 -4.8
Sept enber 5.4 11.9
Cct ober 10.8 r/ 13.5
Novenber -4.8 r/ 8.9
Decenber 20.3 r/ 12.1
January 2000 12.9 r/ 20.0
February 7.5 r/ 6.3
Mar ch 2.8 r/ 8.2
Apri | 0.1 r/ 10. 8
May 12.3 p/ 22.5

r/i revised to reflect |ate survey responses
p/ prelimnary (based on 68.2% response rate)

Sour ce: Nati onal Statistics Ofice

BANKI NG NOTES

Phi | i ppi ne National Bank (PNB): In a special

st ockhol ders neeting on July 21, PNB' s sharehol ders
approved a reduction in the bank's par value from P100 to
P60 per share and the issuance of warrant instrunents in
connection wth the bank's planned P10.3 billion stock
rights offering. PNB' s president Feliciano Mranda
estimated that the upcom ng capital infusion (which the
bank intends to inplement wthin the next two nonths)
woul d nore than double the bank's capital adequacy ratio
fromthe current 6%to 14% That would put the bank in
conpliance wth the Bangko Sentral's m ni mum 10%




requi renent. He also indicated that Lucio Tan's group —-
whi ch made the sole, winning bid for the governnment's
30.39% share in PNB on July 19 — intended to subscribe
to the capital hike.

Meanwhi | e, Departnent of Finance (DOF) officials said
that Lucio Tan's group appeared to be nulling a cash
paynment (P80/share, a total of alnost P5 billion) for the
governnment shares it had acquired. The group had earlier
opted for the installnent option under the bidding
gui del i nes (P100/share, a total of 6.2 billion payable
within two years). The installnent option requires the
buyer to present a letter-of-credit, which entails
addi ti onal expenses. The governnent prefers cash to help
keep its fiscal deficit under control. DOF officials
told the Enbassy that Lucio Tan's group technically has
until Septenber 18 to make up its mnd -- the deadline
set under the bidding guidelines for cash buyers to nake
full paynent and install nment buyers to open the required
letter-of-credit. |If the group sticks with the
instal l ment paynment, DOF officials said the governnent
coul d consider discounting the letter-of-credit.

Upcom ng Merger: Bangko Sentral Governor Rafael
Buenavent ura announced a pl anned nerger between Banco de
Oro and Dao Heng Bank's 60% owned | ocal subsidiary. Both
banks reportedly are concluding their due diligence audit
and finalizing a nmerger deal to be submtted for the
approval of the Monetary Board (Bangko Sentral's highest
pol i cymaki ng body). Banco de Oro is controlled by nal

tai pan Henry Sy.

PSE PROBE ON REYNOLDS PHI LI PPI NES

Unusual novenents in the trading vol une of Reynol ds

Phi i ppi nes Corporation's (RPC) otherw se | ethargically-
traded stock has triggered a probe by the Philippine
Stock Exchange (PSE). Initial findings by the PSE s
Compl i ance and Surveillance Goup (CSG point to the
possibility of "kiting" and "wash sal es" involving RPC,
its related/affiliated conpani es, conpany officers, and
PSE nmenber-brokers. PSE officials told the Enbassy that
the parties concerned will be given "due process" and
have been asked to present their respective sides on the
CSG s initial findings.



Being financially strapped and debt-saddl ed appears to
have hei ghtened specul ati on on the al um num nmaker's

i nvol venent in the suspected schenes as a neans of
generating much-needed funds. RPCis currently
negotiating with creditors for a debt restructuring plan
and is reportedly in discussions with a potenti al
investor. PSE officials commented that the scope and
intent of the suspected violations appear to differ from
t he nmuch-publicized BW Resources case -- where the

all eged, primary objective was to artificially jack up
prices, induce active public trading, and deliberately
m sl ead the investing public.

CLEAN Al R ACT | MPLEMENTATI ON FACES DELAY

Thirteen nonths after passing the Clean Air Act of 1999,
t he governnent hopes the inplenenting rules and

regul ations (IRR) which will fully inplenment R A 8749
woul d be finalized next nonth (August). A public

awar eness canpai gn on the health benefits of clean air
effectively prepared the general public for the

i npl enmentation of the Act. The first activity to be

ef fected under the Act was the phase-out of | eaded

gasol ine, which was accelerated to April 1 in Metro
Mani | a where notor vehicles account for 50% of the
country's gasoline consunption. The oil conpanies have
evident|ly supported this governnent effort. But it wll
take a lot nore for themto conformto inproved standards
for gasoline and diesel fuel as a major step to inprove
air quality. The country's existing power plants and

i ndustrial factories would also need to conformto
specific environnmental standards. (The pollution
standards set by the Cean Air Act, patterned after
California' s em ssion standards, are unrealistically
stringent, given existing facilities in the Philippines.)

The Departnent of Energy (DOE) has sounded an alarmto
defer inplenentation of the Act. A prelimnary DCE study
showed that new requirenents for | ead and sul fur |evels
in notor gasoline and diesel fuel by 2003 woul d i ncrease
refining costs and substantially raise punp prices. The
three oil conpanies in the country claimthey wll need
some $2 billion in new investnents in order to neet

envi ronnental regul ations. Existing geothermal power



pl ants woul d require substantial investnents to reduce
the sul fur content in natural steam The DOE has
proposed that the group formulating the IRR await

conpl etion of an Asian Devel opnment Bank study on

pol lution standards. That may hel p the group address
flexibility issues on the performance of the country's
exi sting plants and equi pnent.

The Board of Investnents (BO) is simlarly concerned

t hat new em ssion standard requirenents for industries
wll require new, nostly inported, equipnment and
technol ogy. The ban on the use of incinerators caught
many i ndustries unprepared. The Phili ppines | acks
hazar dous waste handling and processing facilities, and
there are few alternative waste treatnent facilities in
the country. These problens are already affecting

i nvest ment deci sions for plant expansion and new
projects, according to BO. The BAO suggests, but did
not specify, a transition period during which existing
industries will shift to new waste treatnent

t echnol ogi es.

PRI CE H KES TRI GGER CALLS FOR "O L EXCHANGE"

The "big three" oil conpanies (Petron, Caltex and Shell)
on July 25 raised prices of all petrol eum products by 55
centavos/liter (4.62 cents/gal). That was the second
time this nonth and the thirteenth increase in 15 nonths,
since the downstreamoil industry was fully deregul at ed.
For one liter of unleaded gas, notorists are now payi ng
PhP16. 89 ($1.42/gal), up 50% from 15 nonths ago. Petron
Corporation's president has said fuel prices could go up
agai n in August because the July price increases were
based on the cost of crude and peso exchange rate for the
month of June. On July 3, the peso depreciated further
to P44/ $ and prices of Dubai crude rose to $28/ barrel.
Recent inprovenents in world crude prices, which averaged
$26.83 in the first three weeks of July would just be
enough to offset the peso's recent deterioration, the
Petron official clains.

Foll owi ng the series of fuel price increases, taxi
operators have been authorized to raise fares. Buses and
j eepney drivers and operators associations have filed
petitions with governnment regulators to increase m ni num



fares by at |east 33 percent. The country's | argest

| abor organization, the Trade Union Congress of the

Phi | i ppi nes, has announced plans to ask for at |east a
13% increase in the mninumwage. The Consuner and G|
Price Watch Group, led by industrialist Raul Concepci on,
has warned that the July 25 fuel price increase should be
the last for this year, given a substantial drop in crude
prices breaching the $25/barrel level in md-July.

Anot her fuel price increase will spur correspondi ng

adj ustnents on the prices of basic commodities, M.
Concepci on added.

To offer relief to consunmers burdened by the spiraling
cost of fuel products and the projected increases in
transportation fares and consunmer goods prices, Bataan
Representative Enrique Garcia has proposed a bill (HB
8710) for the government to establish an international
oi | exchange. Under the proposal, the oil exchange woul d
bid out on a nonthly basis to nore than 40 | ocal and
foreign oil refineries and traders the country's total
requi renents for gasoline, diesel, kerosene, LPG and

ot her refined petrol eum products. House Speaker Manuel
Villar has publicly stressed that the House will give
priority to the proposed neasure. Vice President Goria
Macapagal Arroyo is pushing for the creation of an oi
exchange to help bring down fuel prices.

DOE Secretary Mario Tiaoqui, however, comrented that
setting up an oil exchange would run counter to the
governnent's policy of attracting private sector in a
deregul ated industry. President Estrada initially threw
his support behind Garcia's bill but later withdrew it
after Tiaoqui and menbers of the Econom c¢ Coordinating
Council (ECC) objected to the proposal. The ECC pointed

out that the proposal "involves the takeover of al
termnals and storage depots for refined petrol eum
products all over the country." However, the proposed

t akeover is not feasible because of the staggering anount
required for facilities.

The bill has not noved in Congress.



